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FOREWORD 


This report presents the status of the Philippine textile 
industry as of July 1965 with particular concern for the marketing 
and financial aspects of the industry. It defines the past circums¬ 
tances which hare brought about the present situation and analyzes 
the obtaining conditions to indicate probable future directions. 

Prepared by the Industrial Project Development & Evaluation 
Office of the Program Implementation Agency, this report is part 
of a collection of studies that offer useful data and information 
about local industries. 

While the report has greater depth and more extensive coverage 
than the brief "capsule" report which the IPDE previously issued 
on the textile industry, it should not be regarded in the class of 
a full-pledged industry study which would require intensive analyses 
and projections of demand, supply, finances, etc. A separate 
industry study report on the Philippine textile industry is being 
prepared by the IPDE. 
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The Textile Industry: 
A *• Marketing Aspects 


Introduction 

The textile industry is today faced with an almost insurmount¬ 
able problem* Though expansion in productive capacities has tre¬ 
mendously riseh> the market is slow in absorbing the mills’ out¬ 
put. Strong competition is offered by importations of new textiles, 
remnants entering in the guise of embroidery raw materials, used 
clothing and rags which have been able to dominate the local market. 

To worsen the situation these imported goods entered the economy 
without paying the right taxes and duties, thus placing local goods 
at an obviously disadvantageous competitive position. The importa¬ 
tions of these goods have reached such magnitude and proportions 
that, together with the local textile goods inventory, the country 
has an accumulated excess stock of about 183 million yards which is 
estimated to cover the nation’s clothing requirements for about one- 
half year. 

The millers’ inventory is high resulting from consumer's prefe¬ 
rence for imported textile goods which are generally priced 25 % lower 
than comparable loc ally -manufactured fabrics. Furthermore, Filipino 
consumers, based on tradition, have always placed a greater value on 
imported goods due perhaps to the status symbol attached to its pos¬ 
session, The present market for local fabrics is further aggravated 
by the general decline of purchasing power ©f consumers, the prevailing 
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tight money situation and the weak marketing system employed by the 
mills. 

The gravity of the predicament which now confronts the textile 
industry will be better brought to light by a brief review of the 
status of the industry. 


Status of the Industry 


As of 1964, there were seventeen (l7) integrated textile mills 
in operation, with 559*334 spindles and 14,394 looms capable of 
producing 161.2 million pounds of yarn and 391.8 million yards of 
grey cloth a year. Combined finishing capacity was estimated at 
499.3 million yards. These mills produce cotton, ramie, synthetic 
(and their blends) fabrics. 

In addition,to the integrated mills, there were also five (5) 
independent spinning/weaving mills operating 31,524 spindles and 
1*993 looms. These mills can make 6.76 million pounds of spun yarn, 

44.78 million yards of grey cloth. 

The combined capacities of integrated and independent spinning 
and weaving mills are as follows: 

_ Spinning ... Weaving __ Finishing 

Rated Rated 

Spindles Rated Capacity Loons Capacity Capacity 


Integrated Hills (17) 559,334 
Independent mils ( 5 ) 31.524 

Total 590.856. 


161.1.98.594 lbs. 14,394 3 91,8l6,385yda499pl^C40y3a 

_ 6.760,000 44.784.000 __6^00_000_ 

167.958.594 lbs. 16.387 ttkMM 


rource: PIA Survey 
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iaant utilization of 13^4 extile mills representing 75# of indus¬ 
try finishing capacity as of 1964 was way below profitable levels. 
Utilization of spinning, weaving and finishing capacities were esti¬ 
mated at 52.6#, 44.4# and 35,7# respectively. 

Based on data furnished by 12 textile mills, 1964 production of 
the spinning, weaving and finishing sections declined by 1,5$, 14 , 0% 
and 26.5/0 respectively compared to 1963, Comparative sales volume 
for 1963 and 1964 reveal (l) a nominal increase of 2,4# in spun yarn 
sales from 20*8 million lbs* in 1963 to 21,3 million lbs. in 1964; 

(2) a 27*0# increase in sales volume of grey cloth from 28.0 million 
yards to 35.6 million yards; ( 3 ) a drop in sales for finished fabrics 
by 23.3# from 140.2 million yards in 1963 to 107.5 million yards in 
1964. 


Supply 


Total Textile Supply 1958-1964 
(in thousand yards) 


Yga£ 

Total Textile 
Imports 
(New & Used) 

X 

locally Produced 
Textiles (New) 

X 

Total 

Textile Supply 
(New ft Used) 

X 

1958 

298,314 yds. 

71.6# 

: 118,067 yds. 

28.4# 

416,380 

100# 

1959 

165,624 

57.7 

121,297 

42.3 

286,921 

100 

1960 

170,445 

55.5 

136,483 

44.5 

306,929 

100 

1961 

104,624 

50.3 

163,491 

61 

268,115 

100 

1962 

176,993 

46.7 

200,598 

53.1 

377,531 

100 

1963 

246,517 

47.1 

276,678 

52.9 

523,195 

100 

1964 

262,423 

57.4 

194,445 

42.6 

456,868 

100 

1/ Only 13 firms submitted production data* 






- 4 ~ 

Appraising the data in the aggregate, imported textiles have 
generally been preferred over locally produced goods. Over the 
seven year period under review (1958-1964), consumption of imported 
fabrics averaged 53.62# of total supply as against 46,38# consump¬ 
tion of locally made textiles. As a result of consumers * propen¬ 
sity to buy imported textiles (new and used), the local textile 
mills have lost and are losing their share in market, sliding from 
6l# in 1961 to about 43# by 1964. The decline of the market share 
of local millers become more apparent when textile importers who are 
previously restrained by controlled foreign exchange allocations 
were able to import as much textile goods as the market can absorb 
under the free foreign exchange system. 

Composition of Textile Importations 
1958 - 1964 (OOP yards) 


Ygar 

Used Clothing 
Imports 

Remnants 

Imports 

Rags 

Imports 

New Textile 
Imports 

1958 

34,264 

120,394 

1,172 

162,483 

1959 

3,080 

85,118 

57 

77,369 

I960 

10,584 

105,103 

6 

54,753 

1961 

2,360 

65,954 

131 

38,395 

1962 

13,792 

98,616 

863 

63,662 

1963 

78,864 

336,250 

6,148 

25,225 

1964 

347,751 

89,951 

1,441 

23,280 
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The composition of textile importations appears to have shifted 
from new textile and remnants to used clothing and r ags. Textile 
imports as far back as 1958 consisted mainly of remnants at a ratio 
of 5 yards for every yard of used clothings and r ags. Preference 
for this type of textile was understandable as, in the face of the 
excessive cost of the regular imported textile and the comparatively 
mediocre quality of locally made fabrics at the time, remnants cost 
only a fraction of either textile goods and were thus more attractive 
to the "stateside-quality" conscious but economically minded consumer. 

Used textile importations from 1958 to 1962 followed a regular 
see-saw pattern, apparently due to year-end inventories. In 1963 
however, used clothing andr ags imports took a sharp upswing as a 
result of the increased tariff imposed on remnants. Notwithstanding 
the fact, however, that tariff rates on remnant imports increased 
from 15$ to 30$ ad valorem since June 28, 1962, the volume of remnant 
imports continued to increase till 1963, and only in 1964 has an appre¬ 
ciable decrease been noted. 

Used clothing and rags imported in relation to total importation 
of textiles (excluding industrial fabrics and knit goods) constituted 
56,8$ of total importation volume in 1964, a more than ten-fold in¬ 
crease from its 5.2 share in total imports in 1958. 

Importations data as gathered from various agencies reflect those 
which were declared at the Bureau of Customs and does not include those 
which are able to penetrate the market through devious and illegal means 
or through technical snuggling (crisdeclaration and undervaluation),- 
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Lack of existing data on snuggled textiles, and to a limited 
extent on misdeclared goods, preclude their inclusion. The fact 
that snuggling and nisdeduration are prevalent tends to understate 
total textile importations so that percentage wise, locally produced 
textiles should actually be smaller. 

The main source of imported fabrics and used clothing are the 
United States, Japan, Germany, Hongkong, and India, 

Demand 

Based on 1958-1964 consumption estimates, average per capita 
requirements is placed at 13 yards. 

Projected estimate of national requirement for textile is as 
follows: 


Year 

Population 

Estimate 

Estimated Per 
Capita Reauirement 

Total Reauirement* 


(in million) 

lyardsy 

(in million yards) 

1965 

32,345 

13 

420,485 

1966 

33,477 

13 

435,201 

1967 

34,656 

13 

450,528 

1968 

35,883 . 

13 

466,479 

1969 

37,158 

13 

483,054 

1970 

37,985 

13 

492,381 


Source: Bureau of Census and Statistics, and PIA Study 

The local textile industry is ir the position to supply the pri¬ 
mary clothing requirements with its capacity to produce 436.6 million 
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yards of cotton, rrunic, and synthetic (and their blends) without 
resorting to importations. Presently installed capacity can very 
well meet the total textile requirement even beyond 1970 at the 
present rate of population growth. It is to be noted that demand 
projection was conservatively based on population growth alone. 


Inventory Lev el 

Based on an estimated average of consumption of 13 yards per 
person per year, excess inventory for the years 1962, 1963, and 1964 
were 2.6 million yards, 130.1 million yards and 50.4 million yards 
respectively. This is shown in the following table. 



Population 

Estimated Textile 
Requirement 

Estimated 

Year-End 

Year 

Estimate 

(ooo, 

of the Economy 
('000 yards) 

Total Supply 
(000 yards) 

Inventory 
(000 yards) 

1962 

29,239 

380,107 

377,531 

2,576 

1963 

30,241 

393,133 

523,195 

130,062 

1964 

Total 

31,270 

406,510 

456,868 

-spjm 

182.996 


Sour'.e: Bureau of Census & Statistics and PIA Study 

Accumulated inventory at the end of 1964 is placed at 182,996 million 
yards whi^h is enough to supply five montha textile requirement of 
the economy (44$ of estimated demand for 1965) without importing or 
producing locally a single yard of textile.' 
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This fact greatly explains the reason why millers are having a 
hard time to dispose their products. 

The Marketing of Locally Produced Textile Fabrics 

The local, textile industry produces a variety of fabric ranging 
from shirting and suiting materials, draperies, ducks to other con¬ 
sumer and industrial materials. The existing mills have the capacity 
to manufacture not only cotton arid ramie fabrics, but also synthetic, 
and natural fiber (cotton/ramie) synthetic fiber blends. 

Channels of Distribution 

The most common type of distribution is through large whole¬ 
saler, From the textile mill, large distributors take over and 
deal in turn with small wholesaler who redistributes to provincial 
dealers and other retailers. 

Another type of distribution channel currently utilized is the 
employment of company-owned corner«>ial firms who deal with whole¬ 
salers, industrial buyers and retailers. 

It is also a common practice .among most millers to deal with 
all or any buyer on the basis of quantity (10,000 - 30,000 yds. 
minimum per order) for a particular design,, Distribution is then 
handled by the buyer who will pass on the goods through wholesalers 
and retailers. 

Since millers produce largely on the basis of job order from 
the large wholesalers, the millers depend to a great extent on such 
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distribution for market information regarding the style, color scheme, 
designs, weave patterns, fiber blends that will meet market acceptance. 

Distributor^ Mark-Up 

The normal mark-ups at different stages of the distribution 
channel may vary from 1*0,02 to P0.10 or more per yard of finished 
fabric. Recently, there are some dealers who sell at cost or below 
cost to retailers on a Crash basis merely for the sake of taking 
advantage of the 60-90 days credit being extended to them by the 
millers. During the term of the credit period, these dealers make 
use of the money to earn more for them at some other unrelated 
business ventures. 

Credit Terms 

Sales on a cash basis at each stage of distribution from the 
miller to the retailer is not too prevalent. Usual standard credit 
in the trade ranges from 30 to 90 days, however, with the current 
tight money situation, 120 to 160 days credit is normal. 

The financial, burden of textile marketing frails mostly on the 
textile mills. Uncollectible accounts of their dealers are absorbed 
by them and sometimes also they are forced to extend further credit 
to be able to collect past debts. 

Advertising 

Most mills dc not place much emphasis on the promotion of brands. 
Advertising and sales promotional expenses of 4 sample firms in this 



study are not impressive, ranging from ,5$ to 1.5$ of pales. There 
are however a few firms which have recently adopted more aggressive 
advertising methods. 

Selling Expenses 

Selling expense to net sales ratio of integrated mills studied 
varies from 1.2$ to 4.9$. This is rather low compared to other 
allied industries. Salaries and commission of sales personnel 
amount from .6$ to 1.2$ of net sales. 
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The Textile Industry : 
9 - Financial Aspects 


Summary 

The textile industry is in its worst financial condition in 
1964 - brought about its inability to compete with imported fabrics 
and its lopsided capital structure. 

Profitability has been on the decline since 1962, turning into 
a loss by 1964 . 

Data presented by 13 textile mills which represents 75^ of 
industry finishing capacity revealed the following: 

1. Sales dropped by lip: from 3-'245.3 million in 19<»3 to 
1*219.2 million in 1964. 

2. Ilet profits of i-^OO thousand in 1963 was turned into a 
loss of 3/3.4 million in 1964. 

3. Losses are due both to decline in sales volume and a sli gh t 
reduction of gross margin. 

4. Huge interest expense are due to a debt-laden capital 
structure. In 1964, 67 ^ of assets represents creditor 
funds; the interest expense of about 3*17 million was even 
bigger than operating expenses. 

Weak management of some firms and the existing distribution set 
up aggravated the weak competitive position of local mills. 

Although the industry received a boon via across - the - board 
tax exemption (except income tax) in June 1964, the enactment of the 
new minimum wage law by April 1965 neutralized such benefits. 
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It is foreseen that the 13 mills under study would maintain 
their costs of production in 1965 but vail feel the pinch in 1966 
when gross margins will decline from lk% to 12.2^. Considering 
mounting interest expenses brough about by unpaid obligations, 
profitability of such firms in 1965 and 1966 would probably be 
negative. 

The proposal to grant the industry a moratorium on its 
maturing obligations appear feasible only if complementary measures 
to insure the industry's competitiveness are first adopted. For 
instance strict customs administration and anti—smuggling drive 
should be able to assist the industry to a. very large extent. 

RESULTS OF OPERATIONS - 1964 

Based on the replies of 13 textile firms, it appears that the 
textile milling industry operated at a loss in 1964. Two major 
factors that collaborated to the inability of firms to turn out pro¬ 
fits are: (l) unfair competition from imported counterparts and 
(2) lack of c.r'.tal and inadequate management. 

Competition 

The local, textile industry was adversely affected by the entry 
of cheaper and higher quality fabrics and textile goods from abroad, 
mostly the United States, Imported goods were successful in displacing 
locally produced fabrics for 3 reasons: 
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a) Low production oost of foreign mills. U.S. & Japan our 
biggest suppliers, subsidize or give export incentives 
to their textile industry, 

b) The practice of misdeclaring and/or undervaluing imports 
in order to pay only a small fraction of assessable taxes 
thereby reducing cost to level just above landed cost, 

c) The consumer preference for imported brand fabrics. 

The net effect of this market condition on the industry may 
be better appreciated from the following sales data: 

Sales of 13 Textile Firms: 

1963 

1964 

Ten firms reported decreases in sales amounting to P30.4 
million with only 3 firms gaining l‘ f 4.2 million. 

This huge slump in aggregate ]/eso sales was mainly due to lower 
sales volume (23/1 decrease in fabric sales) inspite of the fact that 
the majority of the firms covered in the survey slashed their prices 
in 1964. 

As a result, while production of finished fabrics was cut by 
26/S and spinning of yarn reduced by 14/a inventories accumulated to 
a level higher than before. At the end of 1964, inventories were 
valued at !'127.5 million - enough to tide the mills over a 6-month 
period even if they temporarily suspend production. 


P 245.3 Million 
219.2 M illion 
Decrease f' 26.2 Million 
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Imported fabrics have a dual advantage over locally 
manufactured fabrics. Not only is there a price advantage but 
they also enjoy the top position in the consumer's scale of 
preference by virtue of higher quality, variety of design and 
color, prints, and the like. The apparent failure of the local 
industry to compete in quality vis-a-vis imports stem from the 
following facts: 

1. The local textile industry was born and developed 
under an artificial and well-protected market 
atmosphere of import controls. The millers not 
only were assured of being able to dispose of their 
products in the market but were at the same time 
guaranteed a rate of return on investments consi¬ 
dered attractive to investors. Hence the rapid 
growth of the industry during the period 1956-1960* 

2. Under such market condition, there was no compelling 
reason to manufacture high quality products and under¬ 
take vigorious sales promotion thru advertising, etc. 

3. After 1962, when the economy opened its doors to 
ruthless competition from abroad, the industryso to 
say has already grown complacent and was not strong 
enough to weather stiff competition from more efficient 
millers abroad. This situation was compounded by lax 
customs administration and devaluation; the latter not 
only made raw cotton and needed chemicals twice as 
expensive as before but also sapped the liquid funds of 
the industry. 
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The heavy reliance of the millers on a few giant jobber-whole¬ 
salers is a big problem - a problem however, that could be solved 
in due time with the production of high quality goods and integration 
forward to marketing activities. Because of the fact that millers 
lack adequate working capital, the moneyed wholesalers reportedly 
go to the extent of even financing milling operations - if only to 
get the mill's output at a pre-determined price favorable to the 
wholesaler. This situation has made inroads into the mark-ups of 
millers - with wholesalers cashing in on the lucrative retail level. 
Profits in the industry are largely realized in the marketing end. 

As a result of these adverse factors that persisted, compounded 
by mounting importation of textile goods, the 13 textile firms 
combined made less than one-percent of sales (0.6%) in 1963 and loss 
i e 3.4 million in 1964. 

Consolidated Income Statement 
of 13 Textile Mils, 1963-64' 

(12 integrated, 1 spinning & weaving mill) 


19 6 3 

19 6 4 

Million p- % 

Million % 


Sales 

245.3 

100.0# 

219.2 

100.0# 

Cost of Sales 

209.5 

85.4 

188.9 

86.2 

Gross Profit 

35.8 

14.6 

30.3 

13.8 

Operating & Selling Exps. 

I9.3 

7.8 

15.7 

7*1 

Net Operating Profit 
(Loss) 

16,4 

6,8 

14.6 

6.7 
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Interest & Other Expenses 

13.3 

iik 

iM 

JL2- 

Net Profit (Loss) Before 
Taxes 

3.1 

1.4 

( 2.7 ) 

( 1.2 ) 

Income Taxes 

2.1 

0.8 

..6 

0.? 

Met Profit (Loss) 


0 . 6 $ 

( 3.4 ) 

a.?*) 

From the foregoing figures, we 

find that 

while sales 

decreased 


by 11$, costs of sales decreased by a lesser proportion (10$). 

Between 1963-1964, interest burden increased by 30$ while operating 
expenses decreased by a mere 19$. As a result, the gross profit rate 
ieterioted from 14.6$ to 13.8$ and the net profit of 1*900 thousand 
Ln 1963wasturned into a loss of f>3.4 million in 1964. 

R.A. 4086 othervd.se known as the Textile Lav; was enacted on 
Tune 17, 1964 exempting qualified firms in the industry from all 
jnports taxes (relative to raw materials & spare parts) and sales 
•axes; in lieu of these taxes, the law requires that they pay 1$ 

>f gross sales to a Special Textile Research Fund,. 

Hew beneficial is this law to the industry in 1964 ? Not as 
iuch as one would expect. The favorable effects anticipated by the 
uthors of the lav.' were not reaped in full in 1964. As shown above, 
he results of operations of the firms turned to worse in 1964 as 
ompared to 1963. There are two (2) reasons for this: 

1. Several firms (5 out of 13 ) operated below break-even 
levels, while 5 barely made it by a thin margin. 
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2. The payment of a special tax for the above-cited 
research fund equivalent to 1 % of sales started to 
accrue the moment the law went into effect in June 1964j 
on the other hand, the savings expected from import 
taxes (about 15$ of imported raw material purchases) 
were not fully realised since some firms apparently had 
substantial amount of raw material inventories at the 
time the law was passed. The savings in sales taxes 
were fully realized but these were not enouglt to off¬ 
set losses. 

Capital and Management 

In the industry where the participation of stockholders is 
such that sharp reliance on borrowings is the policy, low profita¬ 
bility and losses do have profound implications on the textile 
industry's financial position. 

For one, currently maturing obligations cannot be paid, as they 
fall due - resulting in the accumulation of interest charges. Procure¬ 
ment and production schedules are not met for lack of adequate finan¬ 
cial support - creating the very atmosphere that precipitates bigger 

I 

losses in sales and potential profits. 

In 1964 as in 1963, the current ratio stagnated atLO while 
debt/equity ratio worsened from 1.8 to 2.0 in 1963 and 1964 , respect¬ 
ively. Eiy 1964 , there were only 33 centavos of equity capital in the 
firms surveyed, the remaining 67 centavos represented by outstanding 
bank loans e.nd trade credit. 
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A matter of serious concern is the payment of cash dividends 
(and possibly - the withdrawal of capital) in the face of losses 
and increasing need for funds. Whereas the 13 firms lost P3.4 
million in 1964* stockholders' equity dropped by 1*6.5 m illi on during 
1964* indicating that the firms not only paid out dividends but 
probably withdrew capital in the face of a financial crisis. 

Belov/ is a comparative Balance Sheet for 1963 and 1964 of 
13 selected firms: 


Consolida ted Balance Sheet of 
13 Textile Mills, 1963 - 19&4 

(12 Integrated., one spinning & weaving mill) 


— - 19 6 3 

1.9 6 4 .... 

Million P 

Million P % 


Current Assets 

187., 2 

35.2 

204.5 

37.2 

Property, Plant & 
Equipment 

333.0 

62.7 

328.3 

59.8 

Other Assets 

10.4 

2.1 


_2 & 

Total Assets 

530.6 

100.0 

548.7 

100.0 

Current Liabilities 

181.8 

34.2 

199.3 

36.3 

Long-term Liabilities 

154.3 

29.1 

•162.5 

29.6 

Other Liabilities 

7.0 

1,3 

6.1 

1.1 

Total Liabilities 

343.2 

64.6 

367.8 

67.0 

Stockholders^ Equity 

107-4 

3?.4 

180.9 

3?-o.. 

Total Liabilities 
and Equity 

5 r 30.6 

100.0 

548.7 

100.0 
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The poor liquidity of the firms surveyed and the undue 
accumulation of large inventories are traceable in part to weak 
management of some firms. This is based in the following evidences. 

1. Productive facilities were expanded further in 1964- 
thereby tying up funds in fixed assets which cannot 
generate enough earnings because of poor competitive 
position. The expansion activities of 4 mills 
resulted in a net increase of spinning capabilities 
by 6.8 million pounds and finishing capacities by 
nearly 31 million yards. 

2. There seems to be a poor coordination between pro¬ 
duction and purchasing efforts. Data available for 
6 firms show that two (2) purchased raw materials 
(practically 100^ imported) more than what they 
needed to meet production goal in 1964 . In terms 
of value, these 2 firms stock-piled F f 6,6 million of 
excess imported raw materials. It is possible, 
however, that outbacks in the original production 
schedules have been made - which brings home the 
point that the millers are really at the. mercy of the 
faw buyer - wholesalers when it comes to disposing 
their outputs. 

3. While the trade practice then was to sell on credit 
for 60 days, very few firms were able to collect with¬ 
in this perio'd. One medium-sized firm's outstanding 
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trade receivables reached the equivalent of 
6-months sales. Although this could reflect in 
part inadequate collection efforts to some extent, 
it seems that tight money and poor quality have 
had a heavier role. The millers simply have to 
wait until their buyers (wholesalers) are able to 
dispose of their goods to pay them back. The amount 
of trade credit granted by the millers is of such 
magnitude and of such duration that credit obtained 
from domestic supploers is not enough. Considering 
that practically 10C$ of raw materials are imported 
and usually paid for in cash (L/Cs), the drain 
caused by unavoidable trade credit on liquid funds 
is tremendous. 

liquid funds tied up in low-productive facilities 
(capacity utilization in 1964 was 52$, 44$ and 36$ for spinning, 
weaving and finishing, respectively) and in outsize inventories of 
all types, cash position stood at a level where firms can hardly meet 
currently maturing obligations. Considering that a few firms are 
already in arrears in respect of their long-term amortization, plus 
the fact that in 1965 alone some P50 million of these will fall due, 
the future appears bleak indeed. Incidentally', 8<D$ of these firms' 
outstanding long-term debts represent public funds loaned by DBF, 

PNB, and GS1J. Total outstanding as of December 31, 1964 was about 
P200 million for 14 mills alone, of which ll60 million is government 


money. 



The true financial condition of the firms surveyed could 
be worse than' that pictured in the financial statements for the 


following reasons: 

1. A good portion of the finished goods inventory 
could be obsolete and may not be sold at prices 
profitable to the millers. This could be one 
reason why the mills continued to produce inspite 
of large inventories. 

2. Judging from poor collection. Dart of trade 
receivables may turn out to be bad debts. 

3. In the case of some firms, deferred payment 
obligations where computed anywhere from P2.00 - 

1*3.20 to $1.00-pending appeal wiLh the Supreme 

Court to continue pa janent at previous commitment 
rates of the C.B. 

PROSPECTIVE PROFITS & LOSSES, 1965. 1966 


Basic Assumption 

In the following section, the financial results of opera¬ 
tions of 13 firms are projected on the basis of the following 
premises: 

1. That sales volume and prices in 1964 will be 
maintained in 1965 and 1966, Hence, further 
decrease in sales will result in bigger loss to 
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these group of mills. 

2 , That the new minimum wage law (effective April 1965) 
will be faithfully implemented ; Operation of R.A. 4086 
(Textile Law) will result in sizeable tax exemption 

on the part of the mills. 

3. The projections do not consider the potential 
favorable'effects of the proposed bill (HB 17895) 
banning textile imports as this is still pending 
in Congress. To this writing, 2 government 
executive agencies have voiced their stand against 
the bill. 

In brief, the future direction of profit (or losses) will be 
determined by the following specific variables: 

1. The P6.00 minimum wage will increase the wage bill by 
about 40$ if the mills do not lay-off workers. (About 

3 Op of workers vail have to be laid-off if the wage b ill 
is to be held at present levels. This, however, is not 
assumed here as constant 1964 sales are adopted for 1965 
and 1966 ). 

2. The lp special research tax will likewise increase costs 

by an even amount. In 1964 such added expense is estimated 
at f' 1.1 million { 1 % of July-December sales). Based on sales 
of i 5 220 million, such contribution will amount to l t 2.2 

1 

million per year, over twice as much as 1963 profits. 



3. On. the credit side, these additional burden (1 and 2, 
above) are likely to be offset in full by exemptions 
from import .and sales taxes. In general, firms 
with very low labor content vis-a-vis raw material 
in their finished products will enjoy the net 
benefits. 

On the whole, hovrcver, the benefits extended by the textile 
law could be practically nullified by the new minimum wage law. 

Results of projections 

The resulte of projections show that in the case of the 13 
firms under review, tax savings envisioned in the Textile law will 
be more than offset by increased wages by 1966. As a result, 
losses are expected to occur even in 1965 and 1966. 

Assuming sales to be held constant and considering the 
provisions of the Textile Law and the new Minimum Wage Law, the 
projected combined performance of the 13 firms will be approxi- 


mately as follows: 

Actual 

Estimated 


1964 

1965 

1966 


(Amount 

s in p Million) 

Sales 

219.2 

216.9 

216.9 

Cost of Sales 




Labor Cost 

27.8 

35.1 

38.9 

Imported R/M Cost 

112.2 

102.5 

102.5 

Other elements of 

eost 48.9 

48.9 

48.9 

Total 

188.9 

186.? 

m 

Gross Profit 

30.3 

30.4 

26.6 



-2k- 


As shown above, the gross profit rate might still improve 
by a thin margin in 1965 and decline in 1966. The reason for 
this is that while the beneficial Textile Law will operate 
throughout 1965, the wage pinch will be felt for only 8 months 
(May—December) in the same year. Come 1966, however, the firms 
will suffer from the new floor wage. 

An appraisal of the monetary effect of these two laws on 
the performance .of tne textile industry can be assessed only at 
the gross margin level. Results of calculations made to ascertain 
the impact of such lav/s on net profits (earnings after operating 
expenses, interests, and taxes) are not as firm as the foregoing 
estimates for two (2) reasons: 

1. Interest expenses will probably go up after 1964 , 
the extent of the increase depending on whether 
the firms meet the amortizations on time, which is 
difficult to predict. 

2. Assuming that operating costs will be held at the 
1964 level net profits (or losses) depends on (l) 
above. 
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